International 
Marketing Information 
Series 


~. 


Foreign Economic Trends 
and Their Implications 
for the United States 


JANUARY 1983 
VENEZUELA 


FET 83-007 
Frequency: Semiannual 
Supersedes: 82-075 


PREPARED BY 
AMERICAN EMBASSY CARACAS 


U.S. DEPARTMENT OF COMMERCE 


international Trade Administration 
Washington, D.C. 20230 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual 
subscription, $90. Foreign mailing, $22.50 additional. Single copies, $1.75, available from Publications 
Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 





«Du 


VENEZUELA: KEY ECONOMIC INDICATORS 
(Money value in millions of dollars except where noted) 


INCOME , PRODUCTION , EMPLOYMENT 1980 1981 % change 
80/81 
(1)GNP at Current Prices 59,871 68,409 i433 
(1)GDP at Current Prices 59,591 67,677 i338 
(1)GDP at Constant 1968 Prices 17,817 17,993 1.0 
(1)Per-Capita GNP at Current Prices 4,303 4,781 hie 
(U.S.$) 
(1)National Income 55,380 63,211 1457 
(1)Unemployment Rate % Del 6.3 - 
(1)Plant and Investment Equipment 14,623 16,566 13.3 
(2)Avg.Industrial Wage(blue collar 613 698 é 
U.S.$ Monthly) 


PRODUCTION 


(3)Crude Petroleum (1,000 Avg.B/D) 
(3)Iron Ore (Mill.of MT) 
(3)Aluminum Ingots(Thous.of MT) 
(1)Cement(Thous.of MT) 
(1)Motor Vehicles(Thous. of Units) 
(1)Steel Liquid (1,000 MT) 
(3)Value of Construction Permits 
Granted 


MONEY AND PRICES 2/ 


(1)Money Supply (M2) 

(1)Registered Public Debt Outstanding 

(1)Registered Public External Debt 

(1)Commercial Bank Prime Rate 

(1)Retail Price Index Caracas 
(1968=100) 


FOREIGN SECTOR 


(1)Balance of Trade 8,398 
(1)Total Exports (FOB) 195275 
(1)Petroleum and Petroleum Products 18,301 
(4)Exports to U.S. (FAS) 5,320 
(1) Total Imports (FOB) 10,877 
(4)Imports from U.S. (FAS) 4,573 
(1)Balance on Current Account 4,728 
(1)Overall Balance 66 
(1)Net International Reserves 3) 18,890 


FOOTNOTES: 
U.S.$ 1.00=Bs.4.30 
1)Includes short-term "Floating debt" for 1981. Short-term 
debt not available for 1980. 
2)Figures are for the end of the period. 
3)Includes Central Bank, Venezuelan Investment Fund, 
Commercial Banks, and Petroleos de Venezuela. 


SOURCES: 
) Central Bank of Venezuela 
2) Ministry of Labor 
3) III Presidential Message to the Congress 
4) Commerce Department 





SECTION 1 --CURRENT ECONOMIC SITUATION AND TRENDS 


SUMMARY AND OVERVIEW 


The Venezuelan economy, in its fourth year of virtual stagnation, 
is expected to show a decline of about 1.5 percent in real GNP for 
1982. GNP in 1981 was $68.4 billion at current prices. This 
decline reflects the significant drop in oil export revenues-- 
which have fallen from $19 billion in 1981 to about $14.5 billion 
estimated for 1982. Likely improvement in the oil market in 1983 
should bring oil export earnings into the $16 to $17 billion 
range, which should keep the Venezuelan economy in 1983 at roughly 
the same level as 1982. 


At the moment Venezuela is in the midst of a foreign exchange/ 
foreign debt crisis. Venezuela is suffering from continuing 
currency outflows, and from the effects of international lenders' 
concerns about the debt of developing countries in general. The 
crisis in Mexico has so affected the international lending 
Situation that Venezuela is finding it hard to stretch out the 
maturity of its $8.8 billion short-term debt, despite the fact 
that its foreign exchange earnings and its international reserves 
are relatively favorable, and despite its willingness to pay 
adequate interest rates and to offer central government debt to 
replace the debt of the weaker government entities. 


The foreign exchange crisis has manifested itself in a net 
reduction of at least $6 billion in the nation's reserves since 
December 31, 1981. The inability of the administration thus far 
to staunch this outflow or deal effectively with the stagnant 
economy has further eroded confidence in its management of the 
economy, and prompted speculation about the possibility of an 
imposition of exchange controls or even a devaluation of the 
bolivar. While the administration would be loath to take such 
steps in an election year, it could at some point find itself with 
no alternative. 


Venezuela has responded to its reduced oil revenues by cutting the 
government budget further for 1983, paring investment projects and 
limiting the growth in current expenditures. But this action, 
combined with the lingering effects of the tight money policy which 
has brought inflation down, and the natural reluctance of the 
private sector to launch new investments during the uncertainties 
preceding the December 1983 presidential elections, means any 
upturn in 1983 will be mild. 


Despite the uncertainties over Venezuelan foreign reserves and 
debt restructuring, the reliability of its oil revenues provides 
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the basis for a relatively stable level of economic activity and 
ensures a continuing ability to import at about current levels. 
A substantial positive balance of trade is expected in 1982, but 
not large enough to prevent a negative current account balance 
of some $2.5 billion for the year. The administration's fight 
against inflation has been relatively successful -- the June 
1982 annual rate of 10.5 percent was a slight decline from 
1981's 11 percent, and is much below the 19.6 percent rate of 
1980. In September the central bank took steps to stimulate the 
economy by lowering its rediscount rate from 14 to 13 percent, 
relaxing rules limiting use of the rediscount window, and 
announcing that it would engage in open market operations. 

These measures, designed to inject additional liquidity into the 
system, appear to have dampened the depressing effect of capital 
outflow on liquidity, and should improve the chances for growth 
in 1983. 


The positive side of Venezuela's virtual stagnation in 1979-82, 
is the fact that the economy has avoided the excesses of Mexico 
and some other developing countries. This relative stability, 
combined with Venezuela's substantial oil income, will make the 
country continue to be a valuable market for U.S. exports in 
1983. 


PETROLEUM 


Through September 30, 1982, Venezuela had produced 472.0 million 
barrels of oil (1.754 million barrels per day -- MBPD) and 
exported 388 million barrels (1.44 MBPD) of crude oil and 
petroleum products. This compares with 568.8 million barrels 
produced and 458.9 million barrels exported in the same period 
of 1981. There are drops of 17.02 and 15.45 percent, 
respectively. 


As a result of the increased production in the second half 

of the year, Venezuela should slightly exceed its 1982 targets 
for production of 1.825 MBPD and exports of 1.42 MBPD. Compared 
to 1981, these production/export levels represent decreases of 
13.4 percent for production and 19.2 percent for exports. 
Domestic consumption in 1982 should average about 405,000 BPD, 
up from 351,000 BPD in 1981. 


For 1983 Venezuela is projecting oil production of 2.025 MBPD, 
and exports of about 1.6 MBPD. These goals appear to be 
achievable if there are no major changes in the oil market. 

These goals should provide total petroleum income of $18 billion, 
and net petroleum income transferred to the central government 
of about $11.2 billion. 
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Petroleos de Venezuela S.A. (PDVSA), should generate a net 
operating income of some $1.6 billion. Prospects for U.S. firms 
seeking sales opportunities in the petroleum sector are not as 
bright as in previous years. While the industry will not be 
curtailing production or exploration operations, some purchasing 
decisions are likely to be deferred, particularly in the field 
service sectors. Many infrastructure construction projects 
outside the Orinoco oil belt may also be slowed. The Orinoco 
projects of both Lagoven and Meneven are continuing with the 
first stages and are expected to reach planned production levels 
in 1989. 


FINANCE 


Hard hit by declining revenues from oil exports and persistent 
capital flight, the administration was forced to implement 
austerity measures in 1982. In a mid-year bid to accommodate 
the central government's budget to reduced tax revenues from oil 
exports, expenditures were cut by about 5 percent; the tax on 
domestic gasoline sales was increased by about 37 percent; and 
certain subsidies to producers were reduced or eliminated. 
Projected 1982 expenditures by the central government are $20 
billion, down from $21.4 billion in 1981. The preliminary 1983 
budget calls for a second successive year of austerity with 
expenditures of $17.8 billion. The reduction in expenditures is 
even sharper when 1983 expenditures are deflated by a projected 
10 percent inflation in the 1983 consumer price index. 


The problem of the persistent foreign exchange outflow became 
more worrisome as the year progressed. The administration was 
forced to revalue gold and take control of the foreign exchange 
holdings of PDVSA (the state oil monopoly) in order to shore up 
official international reserves. The central bank began the 
year with $8.6 billion of official net international reserves, 
with PDVSA holding an additional $8.5 billion and Fondo de 
Inversiones de Venezuela, the state investment authority, 
another $2.5 billion. Foreign exchange outflows reduced the 
central bank's reserves to $4.3 billion by late September. The 
gold revaluation, from $42.22/oz. to $300/oz., and the take-over 
of PDVSA's reserves boosted central bank reserves to about $11 
billion in October. Nevertheless, by November 1, the nation had 
experienced a net reduction of at least $6 billion in its 
foreign exchange holdings since the beginning of the year. 


The administration's inability to stem the outflow of dollars 
and restart the floundering economy further drained confidence 
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in the bolivar and sparked speculation on the possibility of 
exchange control or devaluation in the months ahead. If 
reserves continue to decline (the rate of decline peaked at 
about $700 million per month in September) the administration 
may be forced to act decisively to protect its remaining 
reserves. The panacea most frequently suggested by business 
leaders, with a lower political cost than either devaluation or 
exchange controls, is a so-called "swaps" arrangement whereby 
the central bank would guarantee purchasers of bolivars that 
their dollars could be subsequently repurchased at a contracted 
exchange rate. This, it is said, would eliminate the exchange 
rate risk associated with domestic investment and stem capital 
outflow. 


The need to restructure the foreign debt had been evident since 
late 1981 because of the large short-term component ($8.8 
billion of the total external public debt of $18.5 billion as of 
June 30, 1982). What was intended to be a phased, three-year 
program to stretch out the short-term debt achieved but modest 
success in the first half of the year with only a $600 million 
reduction in outstanding short term loans. 


Significantly, in June the administration turned away a $2 
billion loan offered by a consortium of international lenders 
because it did not consider the terms good enough. During the 
summer, the Mexican foreign exchange crisis sharply reduced 
international lenders' willingness to refinance Venezuelan debt, 
despite Venezuela's much stronger situation. This has made it 
much more difficult to refinance the debt, at a time when 
approaching maturities make it much more urgent. It now appears 
that increasingly circumspect international lenders may not be 
willing to refinance the debt in its entirety, even though 
Finance Minister Ugueto has proposed terms which are more 
attractive to lenders than those rejected in June. Consequently 
the government will be required to repay principal on the 
portions of loans not refinanced, further adding to the depletion 
of central bank foreign reserves and increasing pressure on the 
bolivar. 


The central bank continued to keep the lid on the money supply 
during 1982. Liquidity, as. measured by M2, actually declined 
slightly from $28.6 billion on January lst to $28.1 billion on 
October 8th. Tight credit conditions and partial price controls 
held inflation in check, and credit conditions also resulted in 
short-term interest rates that exceeded U.S. prime rates by 
about 5 percent. The consumer price index increased at an 
annualized rate of about 10.5 percent, about the same as in 1981. 





INDUSTRY 


Venezuela's manufacturing sector, which grew at the rate of 1.1 
percent in 1981, is expected to experience only very slight 
growth in 1982. Industries generally are suffering from the low 
level of business confidence, restricted consumer demand, 
restricted money supply, and a lack of clarity in government 
pricing policies. The textile and tire manufacturing sectors 
continue to suffer from price controls and contraband. The food 
processing industry expanded rapidly when price controls were 
removed in late 1981, but is now operating far below capacity. 
New rules calling for higher local content in the motor vehicle 
industry appear inconsistent with hopes for lower prices and 
increased sales. Domestic suppliers to public firms continue to 
benefit from the application of the "Buy Venezuela" Decree. 
Caught in the grip of increasing protectionism, it is unlikely 
that Venezuela will conform to the reduction of customs duties 
scheduled for January, 1983, within the Andean Pact (which 
groups Colombia, Venezuela, Ecuador, Peru and Bolivia). The 
government is receiving increasing pressures from industry groups 
-- such as textiles, chemical, mining, and graphic arts -- 

for continued and even increased protection against cheaper 
imports from Pact countries. 


Foreign investment in Venezuela's manufacturing industries has 
been at a virtual standstill. The Superintendent of Foreign 
Investments (SIEX) reported an increase of 9.9 percent in 1981 
compared to the previous year, but this increase was basically 
reinvestment of retained earnings. Two-thirds of this investment 
was in manufacturing industries, and over half came from the 
United States. Foreign investment is controlled by the 
restrictions of Decision 24 of the Andean Pact. SIEX interprets 
Decision 24 in a manner that severely restricts new foreign 
investment in industry. 


The construction industry, Venezuela's largest employer of blue 
collar workers, has been sluggish for the last four years. The 
industry has suffered from the general economic stagnation, high 
interest rates, tight liquidity, declining consumer purchasing 
power, and high builder debt. About 117,000 housing units were 
built in 1981, but 41,000 medium and high priced units could not 
be sold due to high interest rates and soft demand. Cement 
production continues steady, with much of it still being used 
for the Guri Dam. Debate over the controversial Zulia Coal and 
Steel Development Project ended when the President signed the 
bill over the objections of the Central Bank. The project calls 
for a coke plant, an open pit coal mine, a rolling mill, and 
infrastructure. 
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The project will be owned by the government through Corpozulia 
and the Fondo de Inversiones de Venezuela. Financing is 
expected to be accomplished by issuing $372 million in stock and 
borrowing $2.3 billion over the next four years. However, the 
project is expected to be slowed down and scaled down because 
the funds which the government can make available to launch the 
project are limited. While the coal mine should go ahead, many 
observers expect the rolling mill to be indefinitely postponed 
because of world and Venezuelan steel overcapacity. 


LABOR 


In October, the government opened negotiations with public 

sector unions, which represent 93 agencies and some 200,000 
employees, whose contracts had expired at or before the 

beginning of 1982. Government employees, both in state agencies 
and government corporations, account for over one-fourth of 
Venezuela's workforce, and the negotiations will have a major 
impact on the economy. Organized labor, spearheaded by the 
powerful Confederation of Venezuelan Workers (CTV), has called 
for measures to compensate for the reduced purchasing power of 
workers' salaries, which the Confederation claims declined by 45 
percent over the past three years. CTV is also calling on the 
government to make good on legitimate but unfulfilled wage and 
benefit commitments of the expired contracts, which would require 
a substantial outlay. In the build-up to the negotiations, 
charges and counter-charges have abounded: that the public 
sector is notoriously overstaffed and inefficient; or, 
conversely, that the greater problem lies in costly but 
ill-conceived development projects, mismanagement and corruption. 


Labor spokesmen have conceded the necessity for governmental 
austerity but continue to warn that labor is not prepared to 
assume the sole burden of sacrifice. However, they have 
increasingly given public recognition that the private sector is 
likewise trapped in the current economic situation, which is 
producing an unprecedented level of bankruptcies. This has 
resulted in a certain coincidence of outlook between organized 
labor and industry. CTV spokesmen have lately taken the lead 

in criticizing government monetary policies as unduly restricting 
the credit supply, which they claim is a prime factor in 
declining output and employment. The latter has continued 
troublesome through 1982 with labor sources estimating 
unemployment currently at well above 10 percent, supporting 
their prediction of over 500,000 unemployed by the end of 1982. 
CTV leadership in recent months has reduced emphasis on 
potentially costly wage supplement and consumer protection 
initiatives, and has stepped up criticism of the government for 
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administrative ineptness and social obtuseness. It has called 
for a "national concert” of labor, industry and the country's 
principal political forces to confront what CTV describes as a 
serious economic crisis; variants of this theme have been taken 
up by spokesmen for the private sector and both political 
parties. However, any such agreement seems unlikely before the 
December 1983 elections, if then. 


AGRICULTURE 


During 1982, Venezuelan agricultural production recovered from 
1981's rain-damaged production level, when corn and sorghum 
output were particularly reduced. Smaller domestic feedgrain 
production had caused substantial imports of animal feeds and 
animal products in 1981, but agricultural imports have returned 
to more normal patterns in 1982. Venezuela has shown interest 
in diversifying its origin of agricultural imports, actively 
exploring possibilities with Andean Pact countries, as well as 
Argentina and Brazil. Nevertheless, Venezuela is expected to 
continue as a strong and valued customer for U.S. agricultural 
products. 


Total agricultural imports from all sources in 1982 are expected 
to reach $1.1 billion, with about 65 percent from the United 
States. For the first 6 months of 1982, U.S. agricultural 
exports to Venezuela totaled $350 million compared with $444 
million for the same period in 1981. Total 1981 U.S. 
agricultural product shipments to Venezuela reached $894 
million. In 1982, imports of bulk agricultural commodities 
(wheat, feed grains, edible oils, oilseeds, and meal) as well as 
limited quantities of processed supermarket items, will continue 
strong. However, increased local production of poultry, pork, 
beef, and other meats will reduce imports of these items. 


The Venezuelan Government continues to stress efforts to 
increase agricultural production, particularly those commodities 
to which Venezuela's climate is best suited. But because of 
budget constraints, the government has not announced increased 
producer prices in 1982 and is reducing subsidies for such 
products as cocoa, coffee, sugar, and feed grains. The 
Corporacién de Mercadeo Agricola (CMA), the government's buying 
agency, is being reduced in size, and its role as an importer is 
being limited. Much of the import trade has been directly 
handled by CMA. Now a large part of this business is being 
turned back to the private trade, with CMA's function being one 
of supervision and control. 
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SECTION 2 -- COMMERCIAL IMPLICATIONS FOR THE UNITED STATES 


PROSPECTS FOR U.S. BUSINESS 


As government spending is cut again in 1983, the pace of 
government-financed infrastructure development will inevitably 
be affected. Coupled with an outlock for, at best, a low rate 
of total economic growth, U.S. exporters will have to work 
diligently to increase or hold current high sales levels to 
Venezuela. Major project spending will continue, however, and 
winning a higher share of procurement awards becomes even more 
important for the United States in an environment of relative 
austerity. The nature of business prospects in connection with 
Orinoco Oil Belt development, mentioned in the petroleum section 
of this report, will become clearer as those projects take shape 
during 1983. Other projects that remain high on the government's 
priority list are: 


Petrochemical: Government investment in this area is estimated 
at about $1 million dollars for the 1981-1985 period. Upcoming 
projects involve a plastics/olefin complex in Northeastern 
Venezuela and an aromatic and fertilizer plant in Zulia state. 
A 60,000 MT/year high density polyethylene plant, scheduled to 
start operation in 1984 in Zulia, is in the early planning 
stages. 


Gas: One of Venezuela's major oil operating companies, MENEVEN, 
is allocating substantial investment to two large gas treatment 
projects. One will include a cryogenic separation plant, and 
the other involves the expansion and modification of an existing 
plant in the Puerto La Cruz area. Total value of equipment and 
engineering for the two projects will be over $1 billion. 


Coal Mining: Development of Venezuela's coal deposits have been 
recently authorized by Congress. The coal will be used to fuel 
the thermoelectric power plant already under construction near 
Maracaibo, and the projected Siderzulia steel mill. Coal 
production should begin in 1986 and reach a first stage level of 
4.6 million tons per year by 1992. Full production of 9 million 
tons a year will be reached by 1995. Between 1983-1985, about 
$615 million will be invested in this project. 


Thermoelectric: A 2000 megawatt, coal-fired thermoelectric 
plant (Thermozulia) is under construction near Maracaibo. Bid 
awards for sizable auxiliary equipment purchases will be 
announced in 1983. A total of about $720 million will be 
invested in this project for the 1983-1985 period. 
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Steel: The Fondo de Inversiones de Venezuela will finance the 
construction of a 250,000 tons/year seamless pipe plant using 
alloy steels with an approximate cost of $622 million in Ciudad 
Guayana. The government still has under consideration the 
construction of a steel processing plant known as Siderzulia for 
which enabling legislation was recently passed by the Venezuelan 
Congress. However, only engineering services have been bid thus 
far, and it is unclear when funding will be made available for 
plant construction and equipment. This project would involve 
construction of a 480,000-ton medium section rolling mill and a 
150-ton-per-hour reheating furnace. Total investment for this 
project is estimated at $872 million for the period 1983-1985. 


Bauxite Development: Developers of Venezuela's bauxite resources 
continue, the last phase in establishing an integrated aluminum 
industry. Production capacity of 500,000 tons is projected by 
1985 and 3 million tons by 1986. Bauxite from this project will 
supply a new alumina plant (Interalumina), which is near 
completion in Ciudad Guayana. The Venezuelan Government plans 

to invest about $173 million in the bauxite project during 
1983-1985. 


Hydroelectric: The two major government power utility 
companies, EDELCA and CADAFE, are planning construction of small 


hydroelectric plants throughout the country. Longer-range 
programming includes the construction of three major 
installations (Macagua II - 2,600 MW, Caruachi - 2,700 MW and 
Tocoma - 1,700 MW) along the lower Caroni River. 


# U. S, GOVERNMENT PRINTING OFFICE: 1983—381-007/63 











